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INTRODUCTION 

The  purpose  of  this  report  is  to  provide  the  committee  with  a  status  on  year-to-date  revenue 
collections  deposited  to  the  general  fund  and  school  equalization  account  (SEA).  Revenue 
collections  recorded  on  the  Statewide  Budgeting  and  Accounting  System  (SBAS)  through 
May  25,  1994,  as  compared  to  May  31  of  last  year  are  used  throughout  this  report. 

The  revenue  estimates  contained  in  House  Joint  Resolution  2  (HJR  2)  of  the  November  1993 
special  session  are  also  referenced.  These  estimates  have  been  adjusted  for  legislation 
enacted  by  the  special  session. 


REVENUE  DISCUSSION 

Total  general  fund  and  SEA  collections  through  May  25,  1994,  were  $734.3  million  or  84.2 
percent  of  the  fiscal  1994  revenue  estimate  contained  in  HJR  2.  This  compares  to  $790.1 
million  or  82.9  percent  of  total  collections  deposited  in  these  accounts  through  May  31,  1993. 

Tables  1  and  2  provide  a  comparison  of  collections  through  May  25  of  this  year  with 
collections  through  May  3 1  of  last  year.  Since  a  number  of  policy  changes  occurred  in  both 
years,  comparing  year-to-date  collections  with  last  year  can  be  misleading  and  should  be 
viewed  cautiously.  Examples  of  policy  changes  include:  1)  implementation  of  the  seven 
percent  surtax  (primarily  for  fiscal  1993);  2)  the  acceleration  of  estimated  income  taxes  in 
fiscal  1993;  and  3)  the  implementation  of  House  Bill  671  (Income  Tax  Reform)  withholding 
tables  on  July  1,  1993  (fiscal  1994). 


Table  1 

General  Fun 

d  Account 

Receipts  Thru 

Receipts  Thru 

%  Collected 

%  Collected 

HJR2  Est. 

Actual 

SB  AS 

May  25 

May  31 

May 

May 

Receipts 

Receipts 

Code 

Revenue  Category 

Fiscal  1994 

Fiscal  1993 

Fiscal  1994 

Fiscal  1993 

Fiscal  1994 

Fiscal  1993 

0215 

Drivers  License  Fee 

1.575,060 

1,431,534 

87.50% 

84.55% 

1,800,000 

1,693,173 

0260 

Insurance  Tax 

11,718,279 

14,984,507 

48.42% 

61.25% 

24.201.000 

24,463,587 

0405 

Vehicle  License  Fee 

3.026,631 

2,713,601 

88.27% 

82.52% 

3.429.000 

3,288,370 

0405 

Vehicle  Registration  Fee 

7,687,210 

7,518.672 

79.81% 

80.14% 

9.632.000 

9,381,735 

0525 

Poker  License  Fee 

7,430.791 

7.967,540 

76.89% 

73.65% 

9.664.000 

10,818,364 

0700 

Beer  Tax 

1,272.455 

1,362,024 

93.70% 

88.13% 

1.358.000 

1,545,395 

0715 

Coal  Severance  Tax 

7.327.364 

12,687,975 

117.65% 

92.62% 

6.228.000 

13,699.550 

0720 

Corporation  Tax 

33.728,253 

44,799.834 

85.93% 

87.32% 

39.252.000 

51.306.649 

0725 

Electrical  Energy  Tax 

3.722.792 

4.285.215 

93.21% 

101.25% 

3,994.000 

4.232,200 

0730 

Freight  Line  Tax 

92.274 

149.061 

248.73% 

0 

59,930 

0740 

Individual  Income  Tax 

215,544,856 

215.665.827 

110.03% 

95.73% 

195.896.000 

225.293,810 

0745 

Inheritance  Tax 

8,885,269 

12.648.080 

78.05% 

98.28% 

11.384.000 

12.869,460 

0770 

Metal  Mines  Tax 

3.602,126 

3.874.771 

102.16% 

96.13% 

3.526.000 

4.030,946 

0780 

Natural  Gas  Severance  Tax 

969.743 

1,299.630 

74.71% 

79.30% 

1.298.000 

1.638.965 

0795 

Oil  Severance  Tax 

10.522.499 

13,875,848 

87.61% 

81.44% 

12.010.000 

17.037,621 

0830 

Telephone  Tax 

6.089.599 

3,756,567 

92.34% 

97.18% 

6.595.000 

3,865,712 

0890 

Wine  Tax 

712.830 

745,331 

97.12% 

89.29% 

734.000 

834,702 

1196 

Institution  Reimbursements 

11.977.522 

12,805,664 

83.39% 

88.40% 

14.364.000 

14,486,422 

1300 

TCA  Interest  Earnings 

8.970.876 

10.973,989 

94.70% 

84.95% 

9.473.000 

12,916,816 

3205 

Liquor  Excise  Tax 

5.346.396 

5,540.734 

83.21% 

83.38% 

6.425.000 

6.645,090 

3207 

Liquor  Profits 

2.000.000 

2.000.000 

47.56% 

52.63% 

4.205.000 

3.800.000 

3209 

Coal  Trust  Interest  Earning: 

23.158.257 

29.317.739 

60.6.5% 

69.28% 

38.184.000 

42.319.734 

3215 

Long  Range  Bond  Excess 

46.147.230 

43.186.904 

104.55% 

90.64% 

44.140.000 

47.544.481 

Other  Revenue 

14.805.437 

20.024,829 

76.01% 

76.77% 

19.479.000 

25.082.645 

Total  GF 

S436.313.749 

S473.615.876 

93.37% 

87.71% 

$457,271,000 

S539.955.357 

Table 

2 

School 

Equaliza 

tion  Account 

Receipts  Thru 

Receipts  Thru 

% 

Collected 

% 

Collected 

HJR2  Est. 

Actual 

SBAS 

.May  25 

May  31 

May 

May 

Receipts 

Receipts 

Code 

Revenue  Category 

Fiscal  1994 

Fiscal  1993 

Fi 

seal  1994 

Fi 

seal  1993 

Fiscal  1994 

Fiscal  1993 

0715 

Coal  Severance  Tax 

4.228.606 

4.382.090 

91.67% 

108.34% 

4.613.000 

4.044.872 

0720 

Corporation  Tax 

14.578.197 

16.019.941 

92.39% 

85.68% 

15.779.000 

18.697.338 

0740 

Individual  Income  Tax 

111.959.238 

96.739.371 

107.64% 

95.88% 

104.015.000 

100.893.925 

0812 

County  Levy 

19.308 

251.383 

95.16% 

0 

264,161 

0817 

40  Mill  Statewide  Levy 

46.837.443 

46.334.086 

61.83% 

63.05% 

75.750.000 

73,491,444 

0818 

55  Mill  Statewide  Levy 

77.907.253 

87.573.237 

61.36% 

65.41% 

126.975.000 

133,890,767 

1365 

SEA  Interest  Earnings 

94.534 

49.772 

248.77% 

132.01% 

38.000 

37.703 

1365 

Local  Impact  Interest  Erns. 

47.643 

79.226 

52.3.5% 

85.30% 

91.000 

92.882 

3201 

General  Fund  Transfer 

0 

19.900.000 

0 

0 

3203 

Education  Trust  Interest 

0 

0 

0.00% 

0 

711.741 

3209 

Coal  Trust  Interest  Earning 

4.085.543 

5.173.477 

60.65% 

75.57% 

5.738.000 

6.756.183 

3210 

Lottery  Revenue 

6.109.080 

5.540.336 

72.37% 

68.73% 

8.442.000 

8.061.582 

3210 

Interest  &  Income 

13.821.816 

14.805.541 

33.51% 

35.53% 

41.249.000 

41.673,746 

4575 

U.S.  Mineral  Leasing 

18.329.938 

19.648.639 

86.04% 

90.13% 

21.303.000 

21.799,728 

Other  Revenue 

Total  SEA 

4.067 
S298.023.666 

0 
S316.497.099 

73.59% 

0.00% 
76.65% 

0 
S404. 994.000 

2,487,344 

$412,903,416 

Grand  Total 

S734. 337.415 

S790.112.975 

84.19% 

82.92% 

$872,265,000 

$952,858,773 

The  seven  percent  surtax  and  the  acceleration  of  estimated  tax  increased  revenues  for  fiscal 
1993  only  and  were  not  expected  to  significantly  impact  fiscal  1994.  However,  new 
withholding  tables  due  to  the  enactment  of  HB  67 1  were  expected  to  increase  revenues  in 
fiscal  1994  and  beyond.  Suspension  of  HB  671  by  petition  in  October  1993  is  expected  to 
increase  individual  income  tax  refunds  during  fiscal  1994. 

While  there  are  numerous  types  of  revenue  deposited  to  the  general  fund  and  SEA,  about  78.6 
percent  of  the  total  revenue  base  consists  of  individual  income  taxes,  corporation  income 
taxes,  investments  earnings,  and  property  taxes.  Graph  1  shows  the  HJR  2  revenue  estimates 
for  fiscal  1994  by  these  major  revenue  groupings.  Based  on  collection  data  through  May  25, 
all  of  the  above  revenue  components  should  equal  or  exceed  the  fiscal  1994  revenue  estimates 
contained  in  HJR  2. 


Although  many  of  the  smaller  revenue 
sources  are  also  on  "target",  electrical 
energy  taxes  and  inheritance  taxes  may  be 
below  expectations.  Even  if  collections 
from  these  two  sources  are  less  than 
anticipated,  total  general  fund  and  SEA 
revenue  collections  should  exceed  fiscal 
1994  HJR  2  revenue  estimates. 

The  pertinent  questions  at  this  fime  are:  1) 
how  much  will  collections  exceed  the  fiscal 
1994  revenue  estimate;  2)  what  is  causing 
stronger  revenue  growth;  and  3)  will  these 
trends  continue  into  the  future? 
Unfortunately,  it  is  difficult  to  answer  these 
questions  without  more  current  tax  return 
information.  The  following  discussion 
explains  current  staUstical  information 
available  and  the  implications  of  this  data. 


Individual  Income  Taxes 


General  Fund  &  SEA  Revenue  Analysis 


HJR  2  Revenue  Estimates  For  Fiscal  1994 
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Graph  1 


Total  individual  income  tax  collections  through  May  25,  1994,  were  $357.8  million  or  S29.4 
million  higher  than  the  fiscal  1994  revenue  estimate  contained  in  HJR  2.  While  additional 
withholding  and  estimated  taxes  are  to  be  received  by  June  30,  significant  refunds  are 
expected  to  be  issued  before  fiscal  1994  is  complete. 

Based  on  year-to-date  collection  data,  total  individual  income  taxes  for  fiscal  1994  should 
exceed  the  HJR  2  revenue  estimate.  Since  calendar  1993  tax  returns  are  currently  being 
processed,  the  most  recent  tax  return  statistics  available  are  for  calendar  1992.  The  following 
discusses  our  analysis  of  this  information. 


Individual  income  tax  return  data  for  calendar  1992  showed  total  income  for  full-year 
residents  increased  by  8.39  percent  over  calendar  1991.  The  income  components  with  the 
greatest  increase  were  capital  gains,  rents,  royalties  and  partnerships,  and  net  business  income. 
Net  operating  losses  also  fell  substantially.  Full-year  resident  wage  and  salary  income  grew 
8  percent  between  calendar  1991  and  1992. 

Table  3  shows  the  predicted  income  growth  rates  between  calendar  1991  and  1992  as 
compared  with  actual  growth  rates.  Full-year  resident  tax  returns  for  calendar  1992  were 
used  to  prepare  this  table. 


The  predicted  growth  in  wage  and 
salary  income  between  calendar  1991 
and  1992  was  very  close  to  the  actual 
growth.  The  underestimation  in  wage 
and  salary  income  was  only  .37 
percent,  or  $19  million.  Of  the  8 
percent  in  actual  wage  and  salary 
growth,  approximately  3.3  percent  was 
due  to  an  increase  in  the  number  of 
wage  earners. 

Interest  and  dividend  income  was 
predicted  to  fall  by  2.55  percent 
between  calendar  1991  and  1992.  The 
actual  reduction  in  interest  and 
dividend  income  was  over  9  percent. 

Net  business  income  was  predicted  to 
increase  by  7.8  percent  between 
calendar  1991  and  1992,  based  on 
forecasts  by  Wharton's  Econometrics 
for  U.S.  business  income.  Actual 
growth  in  Montana's  net  business 
income  was  almost  15  percent.  Less 
than  a  third  (4.7  percent)  of  this 
growth  was  due  to  an  increase  in  firms 
reporting  net  business  income. 


Table  2 

Predicted  and  Actual  Growth  Rates         | 

Calendar  1991 

to  1992 

Income 

Predicted 

Actual 

Component 

Percent 

Percent 

Wages 

7.62 

7.99 

Interest/ 

Dividends 

-2.55 

-9.22 

Net  Business 

Income 

7.80 

14.99 

Capital 

Gains/Losses 

1.68 

25.81 

Rents, 

Royalties, 

Prtnshps 

7.80 

21.47 

Other  Income 

7.85 

14.88 

All  Income 

6.29 

8.39 

Income  from  rents,  royalties  and  partnerships  (including  subchapter  S  corporations)  was 
projected  to  increase  by  7.8  percent  between  calendar  1991  and  1992.  The  actual  growth  in 
this  income  component  was  2 1 .47  percent.  Only  a  small  portion  of  the  growth  was  due  to 
more  returns  reporting  this  type  of  income.  The  high  growth  may  be  due  to  increased 
earnings  by  sub-S  corporations,  as  well  as  increases  in  demand  for  real  estate  in  Montana. 


Capital  gains  income  has  been  highly  erratic  since  the  mid-eighties.  As  an  example,  calendar 
1991  capital  gains  income  was  only  slightly  higher  than  in  calendar  1988.  Because  of  these 
trends,  income  from  capital  gains  was  forecast  to  increase  by  only  1.68  percent  between 
calendar  1991  and  1992.  Actual  capital  gains  income  increased  by  nearly  26  percent.  This 
may  be  due  to  the  strong  performance  of  the  stock  and  bond  markets  during  calendar  1992. 
In  addition,  about  40  percent  of  the  growth  was  due  to  increased  returns  reporting  this  type 
of  income. 

Other  income,  of  which  pensions,  IRA  distributions  and  social  security  make  up  a  major 
share,  was  projected  to  grow  by  7.85  percent  between  calendar  1991  and  1992.  The  actual 
growth  rate  was  14.88  percent.  However,  this  growth  rate  was  primarily  due  to  a  reduction 
in  net  operating  losses  and  other  negative  income,  as  well  as  a  an  increase  in  net  farm 
income.  Retirement  income  and  social  security  income  grew  8.37  percent  between  calendar 
1991  and  1992. 

Total  income  was  projected  to  grow  6.29  percent  between  calendar  1991  and  1992.  The 
actual  growth  in  total  income  was  8.39  percent  for  a  difference  of  1.94  percent.  Projected 
full-year  resident  income  tax  liability  for  calendar  1992  was  approximately  $10  million  below 
actual  tax  liability.  This  was  primarily  due  to  underestimation  of  the  three  income 
components  -  net  business  income,  capital  gains  income,  and  rent,  royalty  and  partnership 
income. 

Since  significant  strength  in  the  housing  and  financial  markets  was  observed  during  calendar 
1993,  total  income  may  be  underestimated  for  calendar  1993.  This  combined  with  higher 
income  reported  in  calendar  1992  may  explain  the  current  trends  in  income  tax  collections. 
As  previously  stated,  calendar  1993  tax  returns  are  currently  being  processed  and  will  be  not 
available  for  analysis  until  December  of  this  year. 


Corporation  Income  Taxes 

Total  corporation  income  taxes  are  currently  $14.7  million  below  fiscal  1993  collections. 
However,  this  decline  was  anticipated  because  of  a  one-time  audit  collection  of  $15.2  million 
in  fiscal  1993.  If  fiscal  1993  collections  are  adjusted  for  this  audit,  year-to-date  revenues  are 
about  $.5  million  above  the  comparable  period  of  last  year.  Since  the  revenue  estimate  in 
HJR  2  assumed  fiscal  1994  corporation  income  taxes  would  be  slightly  less  than  fiscal  1993, 
total  revenues  from  this  source  are  expected  to  exceed  the  HJR  2  estimate. 


Investment  Earnings 

The  general  fund  and  SEA  receive  a  significant  amount  of  revenue  from  interest  on 
investments.  These  earnings  are  from  the  investment  of  the  treasurer's  cash  account  (TCA), 
the  permanent  coal  tax  trust  account,  and  the  common  school  interest  and  income  account. 
Based  on  current  collections,  total  investment  earnings  for  fiscal  1994  should  exceed  the 
revenue  estimate  contained  in  HJR  2. 


Factors  contributing  to  higher  interest  earnings  are  larger  investable  balances  and  additional 
revenue  from  bond  calls.  While  investable  balances  are  directly  correlated  to  total  revenue 
received  (currently  higher  than  anticipated),  additional  revenue  from  bond  calls  is  an 
indication  of  the  depressed  level  of  interest  rates  observed  during  calendar  1993.  The  recent 
upward  direction  in  interest  rates  may  suggest  that  greater  bond  call  revenue  will  subside  in 
the  future. 


Oil-Related  Revenues 


Final  Montana  oil  prices  for  calendar  1993 
were  $14.77  per  barrel  versus  the  estimate 
in  HJR  2  of  $15.01  for  a  difference  of  $.24. 
Total  production  for  calendar  1993  was  16.6 
million  barrels  compared  to  the  estimate  of 
16.8  million  barrels.  Graph  2  shows 
historical  price  and  production  data  since 
calendar  1973.  Montana's  current  oil 
production  is  approximately  48  percent  of 
the  calendar  1973  rate. 

Although  oil  production  and  price  for 
calendar  1993  is  below  the  level  anticipated 
in  HJR  2,  combined  revenues  from  the  oil 
severance  tax  and  U.S.  coal,  oil,  and  gas 
royalties  are  exceeding  the  fiscal  1994 
estimates  anticipated  in  HJR  2.  This  is 
because  federal  lands  royalty  revenue 
growth  is  higher  than  anticipated  -  probably 
due  to  higher  coal  royalty  revenue.  Data  to 
support  this  presumption  will  be  available 
later  this  fall. 
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SUMMARY 


Based  on  revenue  collections  through  May  25,  total  general  fund  and  SEA  revenue  collections 
for  fiscal  1994  should  exceed  the  HJR  2  revenue  estimate.  The  extent  of  the  excess  primarily 
depends  on  the  remaining  individual  income  tax  refunds  to  be  issued  and  accrued  by  the 
Department  of  Revenue.  If  all  other  sources  are  combined  (excluding  individual  income  tax), 
collections  should  equal  or  slightly  exceed  the  HJR  2  revenue  estimate  for  fiscal  1994. 
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SUBJECT:       General  Fund  and  School  Equalization  Account  Revenue  Report 


INTRODUCTION 

The  purpose  of  this  report  is  to  provide  the  committee  with  a  status  on  year-to-date  revenue 
collections  deposited  to  the  general  fund  and  school  equalization  account  (SEA).  Revenue 
collections  recorded  on  the  Statewide  Budgeting  and  Accounting  System  (SBAS)  through 
May  25,  1994,  as  compared  to  May  31  of  last  year  are  used  throughout  this  report. 

The  revenue  estimates  contained  in  House  Joint  Resolution  2  (HJR  2)  of  the  November  1993 
special  session  are  also  referenced.  These  estimates  have  been  adjusted  for  legislation 
enacted  by  the  special  session. 


REVENUE  DISCUSSION 

Total  general  fund  and  SEA  collections  through  May  25,  1994,  were  $734.3  million  or  84.2 
percent  of  the  fiscal  1994  revenue  estimate  contained  in  HJR  2.  This  compares  to  S790.1 
million  or  82.9  percent  of  total  collections  deposited  in  these  accounts  through  May  31,  1993. 

Tables  1  and  2  provide  a  comparison  of  collections  through  May  25  of  this  year  with 
collections  through  May  31  of  last  year.  Since  a  number  of  policy  changes  occurred  in  both 
years,  comparing  year-to-date  collections  with  last  year  can  be  misleading  and  should  be 
viewed  cautiously.  Examples  of  policy  changes  include:  1)  implementation  of  the  seven 
percent  surtax  (primarily  for  fiscal  1993);  2)  the  acceleration  of  estimated  income  taxes  in 
fiscal  1993;  and  3)  the  implementation  of  House  Bill  671  (Income  Tax  Reform)  withholding 
tables  on  July  1,  1993  (fiscal  1994). 
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Table  1 

General  Fun 

d  Account 

Receipts  Thru 

Receipts  Thru 

% 

Collected 

%  Collected 

HJR2  Est. 

Actual 

SBAS 

May  25 

May  31 

May 

May 

Receipts 

Receipts 

Code 

Revenue  Cjtegorv 

Fiscal  1994 

Fiscal  1993 

Fiscal  1994 

Fiscal  1993 

Fiscal  1994 

Fiscal  1993 

0215 

Driven  License  Fee 

1.575.060 

1.431.534 

87.50% 

84.55% 

1,800,000 

1.693.173 

0260 

Insurance  Tax 

11.718.279 

14,984.507 

48.42% 

61.25% 

24,201,000 

24.463.587 

0405 

Vehicle  License  Fee 

3.026.631 

2.713.601 

88.27% 

82.52% 

3,429,000 

3.288.370 

0405 

Vehicle  Regislralion  Fee 

7.687.210 

7.518.672 

79.81% 

80.14% 

9,632,000 

9.381.735 

0525 

Poker  License  Fee 

7.430.791 

7.967.540 

76.89% 

73.65% 

9,664,000 

10.818.364  1 

0700 

Beer  Tax 

1.272.455 

1,362,024 

93.70% 

88.13% 

1,358,000 

1.545.395 

0715 

Coal  Severance  Tax 

7.327.364 

12,687,975 

117.65% 

92.62% 

6,228,000 

13,699,550 

0720 

Corporation  Tax 

33.728,253 

44,799,834 

85.93% 

87.32% 

39,252.000 

51,306,649 

0725 

Electrical  Energy  Tax 

3.722,792 

4,285,215 

93.21% 

101.25% 

3.994.000 

4,232.200 

0730 

Freight  Line  Tax 

92.274 

149,061 

248.73% 

0 

59,930 

0740 

Individual  Income  Tax 

215.544,856 

215,665,827 

110.03% 

95.73% 

195.896.000 

225,293,810 

0745 

Inheritance  Tax 

8.885,269 

12,648.080 

78.05% 

98.28% 

11.384,000 

12,869,460 

0770 

Metal  Mines  Tax 

3,602,126 

3.874.771 

102.16% 

96.13% 

3.526,000 

4,030,946 

0780 

Natural  Gas  Severance  Tax 

969.743 

1,299,630 

74.71% 

79.30% 

1,298,000 

1.638.965 

0795 

Oil  Severance  Tax 

10,522.499 

13,875,848 

87.61% 

81.44% 

12,010,000 

17.037,621 

0830 

Telephone  Tax 

6.089.599 

3,756.567 

92.34% 

97.18% 

6,595,000 

3.865.712 

0890 

Wine  Tax 

712,830 

745.331 

97.12% 

89.29% 

734,000 

834.702 

1196 

Institution  Reimbursements 

11.977.522 

12.805.664 

83.39% 

88.40% 

14,364.000 

14.486.422 

1300 

TCA  Interest  Earnings 

8.970,876 

10.973.989 

94.70% 

84.96% 

9.473.000 

12.916.816 

3205 

Liquor  Excise  Tax 

5.346.396 

5.540,734 

83.21% 

83.38% 

6.425.000 

6.645.090 

3207 

Liquor  Profits 

2.000.000 

2.000.000 

47.56% 

52.63% 

4.205.000 

3.800.000 

3209 

Coal  Trust  Interest  Earning 

23.158.257 

29.317,739 

60.6.5% 

69.28% 

38.184.000 

42.319.734 

3215 

Long  Range  Bond  Excess 

46,147,230 

43.186.904 

104.55% 

90.64% 

44.140.000 

47.644.481 

Other  Revenue 

14.805.437 

20,024.829 

76.01% 

76.77% 

19.479.000 

26.082,645 

Total  OF 

S436.313.749 

$473,615,876 

93.37% 

87.71% 

$467,271,000 

$539,955,357 

Table  2 

School 

Equalization  Account 

Receipts  Thru 

Receipts  Thru 

%  Collected 

%  Collected 

HJR2E$t. 

Actual 

SBAS 

Mav  25 

May  31 

May 

May 

Receipts 

Receipts 

Code 

Revenue  Category 

Fiscal  1994 

Fiscal  1993 

Fiscal  1994 

Fiscal  1993 

Fiscal  1994 

Fiscal  1993 

0715 

Coal  Severance  Tax 

4.228.606 

4,382.090 

91.67% 

108.34% 

4.613.000 

4.044.872 

0720 

Corporation  Tax 

14,578,197 

16.019.941 

92.39% 

85.68% 

15.779.000 

18.697.338 

0740 

Individual  Income  Tax 

111,959,238 

96.739.371 

107.64% 

95.88% 

104.016.000 

100.893.925 

0812 

County  Levy 

19,308 

251,383 

95.16% 

0 

264.161 

0817 

40  .Mill  Statewide  Levy 

46.837.443 

46,334,086 

61.83% 

63.05% 

75.750.000 

73.491.444' 

0818 

55  Mill  Statewide  Levy 

77.907.253 

87,573,237 

61.36% 

65.41% 

126.975.000 

133.890.767' 

1365 

SEA  Interest  Earnings 

94.534 

49,772 

248.77% 

132.01% 

38.000 

37.703' 

1365 

Local  Impact  Interest  Erns. 

47,643 

79,226 

52.35% 

85.30% 

91.000 

92.882 

3201 

General  Fund  Transfer 

0 

19,900,000 

0 

0 

3203 

Education  Trust  Interest 

0 

0 

0.00% 

0 

711.741 

3209 

Coal  Trust  Interest  Earning 

4,086,543 

5,173,477 

60  65% 

76.57% 

6.738.000 

6.756.183 

3210 

Lottery  Revenue 

6.109.080 

5,540.336 

72.37% 

68.73% 

8.442.000 

8.061.582 

3210 

Interest  &.  Income 

13.821.816 

14,805,541 

33.51% 

35.53% 

41.249.000 

41.673.746! 

4575 

U.S.  Mineral  Leasing 

18.329.938 

19,648,639 

86.04% 

90.13% 

21.303,000 

21.799.728  1 

Other  Revenue 

4,067 

0 

0.00% 

g 

2,487,344 

Total  SEA 

S298.023.666 

$316,497,099 

73.59% 

76.65% 

$404,994,000 

$412,903,416 

Grand  Total 

S734.337.415 

$790,112,975 

84.19% 

82.92% 

$872,265,000 

$952,858,77  3 

The  seven  percent  surtax  and  the  acceleration  of  estimated  tax  increased  revenues  for  fiscal 
1993  only  and  were  not  expected  to  significantly  impact  fiscal  1994.  However,  new 
withholding  tables  due  to  the  enactment  of  HB  671  were  expected  to  increase  revenues  in 
fiscal  1994  and  beyond.  Suspension  of  HB  671  by  petition  in  October  1993  is  expected  to 
increase  individual  income  tax  refunds  during  fiscal  1994. 

While  there  are  numerous  types  of  revenue  deposited  to  the  general  fund  and  SEA,  about  78.6 
percent  of  the  total  revenue  base  consists  of  individual  income  taxes,  corporation  income 
taxes,  investments  earnings,  and  property  taxes.  Graph  1  shows  the  HJR  2  revenue  estimates 
for  fiscal  1994  by  these  major  revenue  groupings.  Based  on  collection  data  through  May  25, 
all  of  the  above  revenue  components  should  equal  or  exceed  the  fiscal  1994  revenue  estimates 
contained  in  HJR  2. 


Although  many  of  the  smaller  revenue 
sources  are  also  on  "target",  electrical 
energy  taxes  and  inheritance  taxes  may  be 
below  expectations.  Even  if  collections 
from  these  two  sources  are  less  than 
anticipated,  total  general  fund  and  SEA 
revenue  collections  should  exceed  fiscal 
1994  HJR  2  revenue  estimates. 

The  pertinent  questions  at  this  time  are:  1) 
how  much  will  collections  exceed  the  fiscal 
1994  revenue  estimate;  2)  what  is  causing 
stronger  revenue  growth;  and  3)  will  these 
trends  continue  into  the  future? 
Unfortunately,  it  is  difficult  to  answer  these 
questions  without  more  current  tax  return 
information.  The  following  discussion 
explains  current  statistical  information 
available  and  the  implications  of  this  data. 


Individual  Income  Taxes 


General  Fund  &  SEA  Revenue  Analysis 


HJR  2  Revenue  Estimates  For  Fiscal  1994 
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Graph  1 


Total  individual  income  tax  collections  through  May  25,  1994,  were  $357.8  million  or  S29.4 
million  higher  than  the  fiscal  1994  revenue  estimate  contained  in  HJR  2.  While  additional 
withholding  and  estimated  taxes  are  to  be  received  by  June  30,  significant  refunds  are 
expected  to  be  issued  before  fiscal  1994  is  complete. 

Based  on  year-to-date  collection  data,  total  individual  income  taxes  for  fiscal  1994  should 
exceed  the  HJR  2  revenue  estimate.  Since  calendar  1993  tax  returns  are  currently  being 
processed,  the  most  recent  tax  return  statistics  available  are  for  calendar  1992.  The  following 
discusses  our  analysis  of  this  information. 


Individual  income  tax  return  data  for  calendar  1992  showed  total  income  for  full-year 
residents  increased  by  8.39  percent  over  calendar  1991.  The  income  components  with  the 
greatest  increase  were  capital  gains,  rents,  royalties  and  partnerships,  and  net  business  income. 
Net  operating  losses  also  fell  substantially.  Full-year  resident  wage  and  salary  income  grew 
8  percent  between  calendar  1991  and  1992. 

Table  3  shows  the  predicted  income  growth  rates  between  calendar  1991  and  1992  as 
compared  with  actual  growth  rates.  Full-year  resident  tax  returns  for  calendar  1992  were 
used  to  prepare  this  table. 

The  predicted  growth  in  wage  and 
salary  income  between  calendar  1991 
and  1992  was  very  close  to  the  actual 
growth.  The  underestimation  in  wage 
and  salary  income  was  only  .37 
percent,  or  $19  million.  Of  the  8 
percent  in  actual  wage  and  salary 
growth,  approximately  3.3  percent  was 
due  to  an  increase  in  the  number  of 
wage  earners. 

Interest  and  dividend  income  was 
predicted  to  fall  by  2.55  percent 
between  calendar  1991  and  1992.  The 
actual  reduction  in  interest  and 
dividend  income  was  over  9  percent. 

Net  business  income  was  predicted  to 
increase  by  7.8  percent  between 
calendar  1991  and  1992,  based  on 
forecasts  by  Wharton's  Econometrics 
for  U.S.  business  income.  Actual 
growth  in  Montana's  net  business 
income  was  almost  15  percent.  Less 
than  a  third  (4.7  percent)  of  this 
growth  was  due  to  an  increase  in  firms 
reporting  net  business  income. 

Income  from  rents,  royalties  and  partnerships  (including  subchapter  S  corporations)  was 
projected  to  increase  by  7.8  percent  between  calendar  1991  and  1992.  The  actual  growth  in 
this  income  component  was  21.47  percent.  Only  a  small  portion  of  the  growth  was  due  to 
more  returns  reporting  this  typ)e  of  income.  The  high  growth  may  be  due  to  increased 
earnings  by  sub-S  corporations,  as  well  as  increases  in  demand  for  real  estate  in  Montana. 


Table  3 

Predicted  and  Actual  Growth  Rates 

Calendar  1991  to  1992 

Income 
Component 

Predicted 
Percent 

Actual 
Percent 

Wages 

7.62 

7.99 

Interest/ 
Dividends 

-2.55 

-9.22 

Net  Business 
Income 

7.80 

14.99 

Capital 
Gains/Losses 

1.68 

25.81 

Rents, 

Royalties, 

Prtnshps 

7.80 

21.47 

Other  Income 

7.85 

14.88 

All  Income 

6.29 

8.39 

Capital  gains  income  has  been  highly  erratic  since  the  mid-eighties.  As  an  example,  calendar 
1991  capital  gains  income  was  only  slightly  higher  than  in  calendar  1988.  Because  of  these 
trends,  income  from  capital  gains  was  forecast  to  increase  by  only  1.68  percent  between 
calendar  1991  and  1992.  Actual  capital  gains  income  increased  by  nearly  26  percent.  This 
may  be  due  to  the  strong  performance  of  the  stock  and  bond  markets  during  calendar  1992. 
In  addition,  about  40  percent  of  the  growth  was  due  to  increased  returns  reporting  this  type 
of  income. 

Other  income,  of  which  pensions,  IRA  distributions  and  social  security  make  up  a  major 
share,  was  projected  to  grow  by  7.85  percent  between  calendar  1991  and  1992.  The  actual 
growth  rate  was  14.88  percent.  However,  this  growth  rate  was  primarily  due  to  a  reduction 
in  net  operating  losses  and  other  negative  income,  as  well  as  a  an  increase  in  net  farm 
income.  Retirement  income  and  social  security  income  grew  8.37  percent  between  calendar 
1991  and  1992. 

Total  income  was  projected  to  grow  6.29  percent  between  calendar  1991  and  1992.  The 
actual  growth  in  total  income  was  8.39  percent  for  a  difference  of  1.94  percent.  Projected 
full-year  resident  income  tax  liability  for  calendar  1992  was  approximately  $10  million  below 
actual  tax  liability.  This  was  primarily  due  to  underestimation  of  the  three  income 
components  -  net  business  income,  capital  gains  income,  and  rent,  royalty  and  partnership 
income. 

Since  significant  strength  in  the  housing  and  financial  markets  was  observed  during  calendar 
1993,  total  income  may  be  underestimated  for  calendar  1993.  This  combined  with  higher 
income  reported  in  calendar  1992  may  explain  the  current  trends  in  income  tax  collections. 
As  previously  stated,  calendar  1993  tax  returns  are  currently  being  processed  and  will  be  not 
available  for  analysis  until  December  of  this  year. 


Corporation  Income  Taxes 

Total  corporation  income  taxes  are  currently  $14.7  million  below  fiscal  1993  collections. 
However,  this  decline  was  anticipated  because  of  a  one-time  audit  collection  of  $15.2  million 
in  fiscal  1993.  If  fiscal  1993  collections  are  adjusted  for  this  audit,  year-to-date  revenues  are 
about  $.5  million  above  the  comparable  period  of  last  year.  Since  the  revenue  estimate  in 
HJR  2  assumed  fiscal  1994  corporation  income  taxes  would  be  slightly  less  than  fiscal  1993, 
total  revenues  from  this  source  are  expected  to  exceed  the  HJR  2  estimate. 


Investment  Earnings 


The  general  fund  and  SEA  receive  a  significant  amount  of  revenue  from  interest  on 
investments.  These  earnings  are  from  the  investment  of  the  treasurer's  cash  account  (TCA), 
the  permanent  coal  tax  trust  account,  and  the  common  school  interest  and  income  account. 
Based  on  current  collections,  total  investment  earnings  for  fiscal  1994  should  exceed  the 
revenue  estimate  contained  in  HJR  2. 


Factors  contributing  to  higher  interest  earnings  are  larger  investable  balances  and  additional 
revenue  from  bond  calls.  While  investable  balances  are  directly  correlated  to  total  revenue 
received  (currently  higher  than  anticipated),  additional  revenue  from  bond  calls  is  an 
indication  of  the  depressed  level  of  interest  rates  observed  during  calendar  1993.  The  recent 
upward  direction  in  interest  rates  may  suggest  that  greater  bond  call  revenue  will  subside  in 
the  future. 


Oil-Related  Revenues 


Final  Montana  oil  prices  for  calendar  1993 
were  $14.77  per  barrel  versus  the  estimate 
in  HJR  2  of  S15.01  for  a  difference  of  $.24. 
Total  production  for  calendar  1993  was  16.6 
million  barrels  compared  to  the  estimate  of 
16.8  million  barrels.  Graph  2  shows 
historical  price  and  production  data  since 
calendar  1973.  Montana's  current  oil 
production  is  approximately  48  percent  of 
the  calendar  1973  rate. 

Although  oil  production  and  price  for 
calendar  1993  is  below  the  level  anticipated 
in  HJR  2,  combined  revenues  from  the  oil 
severance  tax  and  U.S.  coal,  oil,  and  gas 
royalties  are  exceeding  the  fiscal  1994 
estimates  anticipated  in  HJR  2.  This  is 
because  federal  lands  royalty  revenue 
growth  is  higher  than  anticipated  -  probably 
due  to  higher  coal  royalty  revenue.  Data  to 
support  this  presumption  will  be  available 
later  this  fall. 


Oil  Severance  Tax  Data 

Production  and  Price  Trends 
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SUMMARY 


Based  on  revenue  collections  through  May  25,  total  general  fund  and  SEA  revenue  collections 
for  fiscal  1994  should  exceed  the  HJR  2  revenue  estimate.  The  extent  of  the  excess  primarily 
depends  on  the  remaining  individual  income  tax  refunds  to  be  issued  and  accrued  by  the 
Department  of  Revenue.  If  all  other  sources  are  combined  (excluding  individual  income  tax), 
collections  should  equal  or  slightly  exceed  the  HJR  2  revenue  estimate  for  fiscal  1994. 


